I T 99-0007-PLR 08/11/1999 COWOCSI TE RETURNS
Private Letter Ruling: Petition is granted to include Illinois
resident shareholder in conposite return filed by Subchapter S
cor poration.

August 11, 1999

Dear :

This is in response to your letters dated June 16, 1998 and August 9, 1999, in
whi ch you r equest a Private Letter Rul i ng on behal f of
XXX XXX XXX XXX XXX XXX XX XX XXXXXXXXXX  and  XXXXXXXXXXXXXXXXXXXX. Revi ew of your
request for a Private Letter Ruling disclosed that all information described in

paragraphs 1 through 8 of subsection (b) of the enclosed copy of Section
1200. 1120 appears to be contained in your request. The Private Letter Ruling

will bind the Departnment only with respect to XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
and xxxxxxxxx for the issue or issues presented in this ruling. | ssuance of
this ruling i s condi ti oned upon t he under st andi ng t hat nei t her

XXXXXXXXXXXXXXXXX XX XXX XX XXXXXXX,  XXXXXXXXX nor a related taxpayer is currently
under audit or involved in litigation concerning the issues that are the subject
of this ruling request.

The facts and analysis as you have presented them in your June 16, 1998 letter
are as follows:

This letter is to request perm ssion to include an Illinois resident
sharehol der in XXX XXXXXXXXXXXXXXXXXXXXXXXXXXXXXX |llinois conposite
tax filing (Form 1L-1023-C). For years 1989 through 1997,
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX has filed conposite tax returns for
its 100% non-resident [Illinois shareholders (filed wunder FEINs
XXXXXXXXXX and XXXXXXXXXX) . During 1998, a resident of Illinois
becane a sharehol der. This shareholder files a resident Illinois
i ndi vi dual income tax return and owns a small ownership percentage of
XXXXXXXXXXXXX XXX XXX XX XXX XX XXXXXX. Thi s i ndi vidual ' s owner ship

percentage is 0.119%

XXXXXXXXXXXX XX XXX XX XXX XXXXXXXXXX Wi ll  be filing a 1998 Illinois
conposite tax return on behalf of its 99.881% Illinois non-resident
shar ehol ders. For greater conpliance and admnistrative ease, we
respectfully request permssion to include the 0.119% Illinois

resident in our 1998 and future conposite tax filings.

In your letter dated August 9, 1999, you added:

In order to ease the conmplexity of filing our Illinois and XXXXXXXXXX
tax returns, we respectfully request that we are allowed to include
XXX XXX XXX XXXXXXXX, an Illinois resident, in our 1998 Illinois
Conposite Tax Return filing. xxxxxxxxxx ownership percentage is only
0.119% I have previously faxed you a copy of a draft of our 1998
Illinois Conposite Tax Return that includes his percentage ownership.
The amount reported as his share is only $158. VWhen  XXXXXXXXX
prepares his 1998 Illinois resident return, he wll report 100% of
XXXXXXXXXXXXK  XXXXXXXXXXXXXXXXXXXX | nCcorme. If we are allowed to
include him in our conposite filing, he wll then be allowed an
[1linois credit of $158.

If we are not granted perm ssion to include xxxxxxxxx in our Illinois
conposite tax filing, we wll greatly increase the conplexity in

preparing our 1998 xxxxxxxxx return which reports all other state tax
liabilities on each shareholder's Schedule K-1. If a conposite
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filing is not allowed, the Illinois state tax liability anpbunts nust
be manual Iy i nput on each sharehol der's Schedul e K-1.

The draft 1998 Form I L-1023-C you sent shows a conposite incone and repl acenent
tax liability of $153,174 for 42 shareholders. The attached schedul es show t hat

XXXXXXXXX is the only shareholder with an Illinois address, and that his share
of the conposite liability is $158. The conposite liability, including
XXXXXXXXXXX share, is conputed on the portion of the base income of
XX XX XXX XX XXX XX XXX XXXXXXXXXXXXXXX that is allocated or apportioned to Illinois.

In our tel ephone conversations regarding this matter, you stated that your tax
conpl i ance software prepares each sharehol der's xxxxxxxxxx Schedule K entry for
taxes paid to other states by taking the total tax paid and multiplying that
anount by the sharehol der's ownershi p percentage. Accordingly, if less than 100%
of the shareholders participate in the Illinois conposite return filing, this
software wll allocate an incorrect amount of tax to each sharehol der. You have
found that this software nmkes no provision for manually overriding the
erroneous conmputation. This error is can only be corrected by either preparing
each Schedule K entirely by hand or by witing over the erroneous lines as
prepared using your software.

Rul i ng
Section 506(f) of the Illinois Income Tax Act (35 ILCS 5/506(f)) provides:
The Departnent nmay promulgate regulations to permt nonresident

i ndi vidual partners of the same partnership, nonresident Subchapter S
corporation shareholders of the sane Subchapter S corporation, and

nonresi dent individuals transacting an insurance business in Illinois
under a Lloyds plan of operation, and nonresident individual nenbers
of the sanme limted liability conpany that is treated as a

partnership under Section 1501 (a)(16) of this Act, to file conposite
i ndi vi dual income tax returns reflecting the conposite incone of such

i ndividuals allocable to Illinois and to make conposite individual
i ncome tax paynents. The Departnent may by regulation also permt
such conposite returns to include the income tax owed by Illinois

residents attributable to their inconme from partnerships, Subchapter
S corporations, insurance businesses organized under a Lloyds plan of

operation, or |imted liability conpanies that are treated as
partnership under Section 1501 (a)(16) of this Act, in which case
such Illinois residents will be permitted to claim credits on their
i ndi vidual returns for their shares of the conposite tax paynents.

86 Il1. Adm n. Code § 100.5100(c) provides:
Petition for Residents. | ndi viduals, trusts, and estates that are
residents of Illinois my be included in a conposite return if the

aut hori zed agent files a petition with the Departnent of Revenue and
the petition is granted. The Departnent shall grant the petition if
the authorized agent clearly denonstrates that no other nethod of
filing woul d achieve the sane degree of conpliance and adm nistrative
ease for both the Departnent and the taxpayers. Factors to be
considered in granting the petition include: the quantity of
partners or shareholders involved; the inability of the authorized
agent to file the conposite return except in this manner; and the
availability of a reliable nethod for claimng credit on the separate
returns pursuant to Section 100.5712. The petition nust be filed
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prior to the end of the authorized agent's taxable year, and the
petition nmust be granted or denied prior to the due date of the
return without regard to extensions.

Based on t he facts you have r epr esent ed above, al | owi ng
XXXXXXX XX XXX XX XXX XX XXX XXXXXXXXXX t O include XXXXXXXxXX in its conposite return
wi Il achieve a degree of "adm nistrative ease for . . . the taxpayers"” that is

not avail able by any other neans. Accordingly, the petition to include XXXXXXXX
in the conposite return for 1998 and future years is granted.

As noted in your petition, as an Illlinois resident, xxxxxxxxx wll have to
include his share of the base income of XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX base
incone in his IIlinois net i ncone, wi t hout regard to allocation or
apportionnent. In order to claimthe credit for taxes paid on his behalf on a

conposite return, xxxxxxxxx should include the amount so paid on the line for
wi t hhol ding taxes (currently, Line 17) of his Form IL-1040 and wite "Conposite
Return Credit -- See Attached" next to that entry. He should also attach to
his Form IL-1040 a copy of this letter and a copy of the relevant Form|L-1023-C
with its schedul e showi ng the anobunt of tax paid on his behalf.

The facts wupon which this ruling are based are subject to review by the

Departnent during the course of any audit, investigation or hearing and this
ruling shall bind the Departnment only if the material facts as recited in this
ruling are correct and conplete. This ruling will cease to bind the Departnent

if there is a pertinent change in statutory law, case law, rules or in the
material facts recited in this ruling.

Very truly yours,

Paul Caselton
Deputy General Counsel -- Inconme Tax



